
California Debt and Investment Advisory Commission

The Fundamentals of Debt Financing:
Role of the Underwriter

May 6, 2004

By Dawn Vincent
Stone & Youngberg LLC



1

Introduction

The primary role of the underwriter is to 
purchase securities from the issuer and resell 
them to investors

Underwriters act as intermediaries between 
issuers and investors, providing for an efficient 
flow of capital

The underwriter takes the risk that it will be able 
to resell the securities at a profit
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Competitive vs. Negotiated

Two types of municipal bond sales
Competitive

Underwriters bid against one another to buy the issuer’s 
securities
Generally, all-in interest cost is the only determinant
Minimal issuer interaction with underwriter prior to sale

Negotiated
Underwriter selected by issuer prior to sale
Underwriter provides scope of services prior to and after 
sale
Negotiation - Interest rates and underwriter’s compensation
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Underwriter’s Scope of Services in
Negotiated Sale Prior to Bond Sale

Develop a financing plan with the issuer, 
including analysis of alternatives

Develop time & responsibility schedule, 
provide task-related quarterbacking of the 
financing team

Assist bond counsel, disclosure counsel and/or  
underwriter’s counsel in preparation of legal 
and disclosure documents
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Underwriter’s Scope of Services in
Negotiated Sale Prior to Bond Sale

Develop rating agency presentations and 
assist issuer with communications with 
rating analysts

Solicits select municipal bond insurance 
companies to obtain insurance bids on 
behalf of issuer
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Sample Bond Sale Schedule

DAY TASK
1 Issuer decides to finance a project

10 Finance team is selected and assembled
15 Revenue stream securing the debt is identified and analyzed
21 Issuer and finance team determine the debt structure
28 Legal and disclosure documents are crafted
38 Credit ratings/bond insurance secured
45 Council / Board approves the legal and disclosure

documents and authorizes the debt issuance
52 Underwriter markets the debt to investors
59 Underwriter commits to buy the debt from issuer
75 Transaction is closed and the project is funded
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Underwriter’s Scope of Services in
Negotiated Sale Prior to Bond Sale

Market the issuer’s securities in 
advance of sale date

Investor relation calls / site tours

Research reports

In-house sales calls

Advertising
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Underwriter’s Scope of Services in
Negotiated Sale Prior to Bond Sale

Provide recommendations to issuer 
with respect to structuring of securities

Serial vs. term bonds

Interest rates

Call features

Use of bond insurance
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Recent Marketing Sales Sheet

   Tax-Exempt Final
$6,465,000

San Marcos Schools Financing Authority
2004 Lease Revenue Bonds

(North County Regional Education Center)

Dated: April 8, 2004 S & P: AAA
Delivery: April 8, 2004 Moody's: N/A
First Coupon: November 1, 2004 Insurer: XL Capital Assurance
Optional Call: 11/1/12 @ par Registration: DTC Book-Entry Only

Date Principal Coupon Yield Price
   Serial 11/1/2004 $325,000 2.000% 1.000% 100.560
   Bonds 11/1/2005 230,000 2.000% 1.150% 101.313

11/1/2006 235,000 2.000% 1.300% 101.759
11/1/2007 240,000 2.000% 1.650% 101.206
11/1/2008 245,000 2.500% 2.050% 101.950
11/1/2009 250,000 2.500% 2.300% 101.038
11/1/2010 260,000 2.500% 2.600% 99.399
11/1/2011 265,000 3.000% 2.880% 100.809
11/1/2012 270,000 3.000% 3.200% 98.510
11/1/2013 280,000 3.250% 3.400% 98.782
11/1/2014 290,000 3.250% 3.530% 97.547
11/1/2015 300,000 3.500% 3.700% 98.130
11/1/2016 310,000 3.750% 3.850% 99.009
11/1/2017 320,000 3.750% 3.950% 97.913
11/1/2018 335,000 3.875% 4.050% 98.086
11/1/2019 345,000 4.000% 4.150% 98.290
11/1/2020 360,000 4.100% 4.250% 98.226
11/1/2021 375,000 4.200% 4.320% 98.530

Term
Bond 11/1/2024 1,230,000 5.000% 4.330% 104.748 C

Total Issue $6,465,000

2024 Term Bond
11/1/2022 $390,000
11/1/2023 410,000
11/1/2024 430,000

1,230,000

Final
$6,465,000

San Marcos Schools Financing Authority
2004 Lease Revenue Bonds

(North County Regional Education Center)

Dated: April 8, 2004 S & P: AAA
Delivery: April 8, 2004 Moody's: N/A
First Coupon: November 1, 2004 Insurer: XL Capital Assurance
Optional Call: 11/1/12 @ par Registration: DTC Book-Entry Only

Date Principal Coupon Yield Price
11/1/2004 $325,000 2.000% 1.000% 100.560
11/1/2005 230,000 2.000% 1.150% 101.313
11/1/2006 235,000 2.000% 1.300% 101.759
11/1/2007 240,000 2.000% 1.650% 101.206
11/1/2008 245,000 2.500% 2.050% 101.950
11/1/2009 250,000 2.500% 2.300% 101.038
11/1/2010 260,000 2.500% 2.600% 99.399
11/1/2011 265,000 3.000% 2.880% 100.809
11/1/2012 270,000 3.000% 3.200% 98.510
11/1/2013 280,000 3.250% 3.400% 98.782
11/1/2014 290,000 3.250% 3.530% 97.547
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Underwriter’s Scope of Services in
Negotiated Sale At Time of Bond Sale

Price the issuer’s securities based on

Comparable securities in the marketplace

Current market conditions

Success of marketing efforts
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Comparable Financings
Recent Insured (Aaa) Transactions

 Pricing: 
 Par Amount: 
 Financing Type: 
 Sale Type: 
 Underlying: 
 Insurance: 
 Underwriter: 

2004 2.000    @ 1.000 2.000    @ 0.950 2.000    @ 0.950
2005 2.000    @ 1.150 2.000    @ 1.000 2.000    @ 1.050
2006 2.000    @ 1.300 1.625    @ 1.270 1.625    @ 1.270 2.000    @ 1.150 2.000    @ 1.250
2007 2.000    @ 1.650 2.125    @ 1.550 2.125    @ 1.550 2.000    @ 1.400 2.000    @ 1.450
2008 2.500    @ 2.050 2.125    @ 1.950 2.125    @ 1.950 2.000    @ 1.750 2.000    @ 1.830
2009 2.500    @ 2.300 2.250 2.250 2.500    @ 2.050 4.000    @ 2.090
2010 2.500    @ 2.600 2.625    @ 2.530 2.625    @ 2.530 2.500    @ 2.400 4.000    @ 2.400
2011 3.000    @ 2.880 3.000    @ 2.730 3.000    @ 2.730 3.000    @ 2.700 4.000    @ 2.750
2012 3.000    @ 3.200 3.000 3.000 3.250    @ 2.900 4.000    @ 3.000
2013 3.250    @ 3.400 3.250    @ 3.150 3.250    @ 3.150 5.000    @ 3.100 3.125    @ 3.150
2014 3.250    @ 3.530 3.500    @ 3.400 3.500    @ 3.400 5.000    @ 3.250 3.125    @ 3.270
2015 3.500    @ 3.700 3.600 3.600 5.000    @ 3.450 5.000    @ 3.510
2016 3.750    @ 3.850 3.700 3.700 4.500    @ 3.650 5.000    @ 3.630
2017 3.750    @ 3.950 3.800 3.800 3.700    @ 3.800 5.000    @ 3.740
2018 3.875    @ 4.050 4.000 4.000 3.900 5.000    @ 3.840
2019 4.000    @ 4.150 4.100 4.100 4.000
2020 4.100    @ 4.250 4.125    @ 4.150 4.125    @ 4.150
2021 4.200    @ 4.320 4.125    @ 4.150 4.125    @ 4.150
2022 4.200    @ 4.300 4.200    @ 4.300
2023
2024 5.000    @ 4.330
2025 4.375 4.375

Competitive
None

Ambac
UBS

Stanislaus County       
Series A
3/25/2004

$15,375,000
COP

Stanislaus County       
Series B
3/25/2004

$27,515,000
COP

Competitive
None

Ambac
UBS

Negotiated
--/AA/--
MBIA

Piper Jaffray

Manhattan Beach USD

3/24/2004
$18,400,000

GO

Final

Negotiated
None

XL Capital
Stone & Youngberg

San Marcos SFA

3/25/2004
$6,465,000

Lease Revenue

Santa Rosa

3/24/2004
$22,525,000

Wastewater Revenue
Negotiated

A2/A/--
FGIC

Stone & Youngberg
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Underwriter’s Scope of Services in
Negotiated Sale At Time of Bond Sale

Use of the internet
Electronic distribution and posting of 
official statement

Accepting orders on-line from 
institutional and retail investors

Issuer can track the sale by accessing
web site
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Online Order Screen

Link to 
Official 

Statement

Individual or 
Institutional 
Investors are 
able to enter 

orders for 
new issues 
during the 

initial order 
period

Issuer 
Clients are 

able to 
monitor 

order flow 
during order 

period
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Underwriter’s Scope of Services in
Negotiated Sale After Bond Sale

Provide for delivery of funds on closing date

Provide advice as to reinvestment of bond 
proceeds

Provide post-sale analysis of where securities 
were placed

Provide secondary market for issuer’s 
securities
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Underwriter’s Scope of Services in
Competitive Sale Prior to Bidding

Underwriters / traders, not bankers perform these services

Review notice of inviting sale setting forth terms of bond 
sale, review final preliminary official statement for 
qualification of underwriting bid

Assess pre-sale interest levels from potential investors and 
sales people

Assess other bids on calendar, existing relationship with 
issuer, current bond inventory and capital allocation, and 
prioritize the bid accordingly
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Recent Notice of Sale
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Underwriter’s Scope of Services in
Competitive Sale at Time of Bidding

Arrive at combination of interest rates and 
underwriter compensation that will bring a 
sufficient return to the firm

Phone, fax or electronically submit bid

If winning bidder, open up order period for 
firm’s salespeople and offering levels to the 
“street”

If losing bidder, on to the next one
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Underwriters’ Compensation

Underwriter’s discount is present in both 
negotiated and competitive sales

Discounts vary due to credit quality of 
securities (insured, rated or non-rated)

Component amounts generally move in 
inverse relationship to the size of the 
issue
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Underwriters’ Compensation

Four components
Management Fee - Investment banking, Syndicate manager

Takedown - Compensation for the sales effort

Underwriting Risk - Compensation to underwrite securities not 
presold

Expenses - Reimbursable out-of-pocket expenses of the 
underwriter

Underwriter’s Counsel

Regulatory Fees - MSRB, PSA, CDIAC

Travel, FedEx, messenger, conference calls, etc.
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Sample Underwriter’s Discount

$15 Million - A Rated Financing

Component ($/$1,000) Fee 

Management Fee $1.33 $19,950 

Average Takedown 4.14 62,100 

Underwriting Risk 0.50 7,500 

Expenses(1) 1.90 28,500 

 $7.87 $118,050 
 

(1)Includes Underwriter’s Counsel fee of $1.20/$1,000 or $18,000
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Historical Average Underwriting Spreads
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